PH LI PPI NES ECONOM C & FI NANCI AL V\RAP- UP
OCTOBER 20 - NOVEMBER 09, 2001

The weeks of COctober 22-Novenber 9 saw the peso trading
within a weaker band and the stock market closing at new
seven-year lows. Recently-released nunbers showed

Sept enber export revenues down by 22% year-on-year and
cunmul ative nine-nonth receipts off by nore than 14.1% as
wel | as depressed vehicle sales through Cctober.

Consuner price inflation, on the other hand, slowed to
the | owest year-on-year rate since Novenber 2000.
Meanwhi | e, the governnment and a nunber of private firns
forged cooperative agreenments with Mcrosoft to pronote

i nformati on and communi cati ons technol ogy training and
education, as well as develop a governnent portal to
track and make publicly accessible progress on President
Macapaga- Arroyo' s nuch-heral ded State of the Nation
Address (SONA) "prom ses". W also report on the

comm ssioning of a | andmark deep-water natural gas
project (with investrments totaling $4.5 billion to-date),
whi ch ki cked off the Philippines' natural gas industry.
End Summary.

These reviews are available on the Enbassy’s web site
(http://usenbassy.state.gov/manila). Qur next update
w Il be avail able on or about Novenber 23. W provide a
| onger and nore detailed review of the Philippine econony
in the Cctober 2001 edition of our thrice-yearly

Phi |'i ppi ne Econom ¢ Qutl ook, which is also available on
our web site.
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FOREX REPORT

The peso, which had traded in a range of P51.51-

P51. 80/ US$ during Cctober 8-19, slipped to a weaker
P51. 76- P52. 09 band during the three weeks Cctober 22-
Novenber 9. Traders cited generally weaker regional
currencies as global economc and political uncertainty
increased. They also noted that there was little in the
donestic front to prop up short-termsentinent for the

| ocal currency (with, anong others, the Macapagal - Arroyo
adm ni stration fending off coup runors, exports at
depressed | evels, and fears of increasing corporate |oan
defaults). The peso regai ned sone | ost ground during the
Novenber 5-9 tradi ng week, which traders attributed to
firmer regional currencies, positive inflation nunbers,
and the market's reaction to a 50 basis-point U S rate
cut. Nevertheless, the local currency cl osed at

P51. 915/ US$ on Novenber 9, 0.3% weaker than on Novenber
19 (P51.75).

Dat e Wei ght ed C osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)
OCT 01 51. 371 51. 400 61.0
02 51. 580 51. 600 113.0
03 51. 598 51. 575 95.6
04 51. 587 51. 540 98.7
05 51. 532 51. 565 66. 5
OCT 08 51. 589 51. 600 48.0
09 51. 767 51. 800 77.5
10 51.794 51. 791 51.7
11 51.794 51. 750 75.0
12 51.770 51. 800 82.0

OCT 15 51. 781 51.770 25.0



16 51.735 51. 740 50.5

17 51.770 51. 740 62.5

18 51. 694 51. 640 64. 0

19 51.712 51. 760 68. 7

OCT 22 51.778 51. 775 35.9

23 51. 813 51. 930 59.5

24 51. 897 51. 945 85.3

25 51. 970 52.010 100. 0

26 52. 058 52. 040 54.7

OCT 29 51.993 51. 930 71.4

30 51. 935 51. 940 82.1

31 51. 956 51. 955 33.0

NOV 01 Phi |'i ppi ne hol i day

02 Phi |'i ppi ne hol i day

NOV 05 51.910 51. 920 69. 5
06 51. 966 51. 965 83.0
07 51. 940 51. 880 93.1
08 51. 840 51. 750 96. 5
09 51. 786 51. 915 87.5

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

Securities dealers continued to bid up rates during the
government's weekly (Monday) primary Treasury bil
auctions on Cctober 22, Cctober 29, and Novenber 5. The
Treasury fully awarded the P3.5 billion worth of bills
schedul ed for sale on COctober 22, noting strong demand
for the bills and investors' continued concerns over the
then two-week old, U S -led counter-strikes on Taliban
forces in Afghanistan. The full award on Cctober 22 al so
foll owed either partial awards or full rejections for the
| onger-term 182-day and 364-day bills during the
precedi ng two auctions. The average rate for the 91-day
bills rose by 11.5 basis points week-on-week to 9.918%
Rates for the 182-day paper increased by 12.5 basis

poi nts week-on-week to 12.179% and by 30.5 basis points
to 13.005% for the 365-day maturity from when they were

| ast sold on October 8. The Treasury subsequently
rejected all bids across the three T-bill maturities as



"too high" during the governnent's Cctober 29 and
Novenber 5 primary auctions. Analysts commented that
deal ers were "testing" the governnent's peso borrow ng
needs on expectations of increasing fiscal pressures and
limted foreign-funding opportunities.

The governnent also offered P3 billion worth of 5-year
Treasury-bonds in a prinmary auction on Cctober 30. The
of fering was under-subscribed (P2.4 billion in tenders)
and the governnent accepted |less than P1 billion of the
bi ds at an average rate of 16.25% (hi gher by 75 basis

poi nts fromwhen the bonds were last issued in early
Cctober). In early Novenber, the Treasury re-issued P22
billion worth of four-year "retail" Treasury bonds (i.e.,
bonds issued in snmaller denom nations and targeted for
non-institutional investors) which it had originally sold
in May at a 14.25% coupon rate. The bonds, which have a
remai ning maturity of 3.5 years, were issued at a higher
yield to investors (i.e., 15.375%. |In the short-term
anal ysts expect |ower inflation and recent nonetary-
easi ng nmeasures by the Bangko Sentral ng Pilipinas (BSP,
the central bank) to ease upward pressures on gover nnent
debt paper.

6. Encouraged by |ower inflation nunbers, the Philippine
Monetary Board (the BSP' s highest policymaki ng body)
decided to follow, effective Novenber 9, the U S. Federa
Open Market Commttee's (FOMC) nobst recent 50 basi s-point
interest-rate cut. The BSP | ast reduced overnight policy
rates by 25 basis points on October 5 after adopting a
neutral interest-rate policy stance since md-year
despite successive U S. FOMC rate reductions (which
reflected concerns that a narrowng interest-rate
differential would induce conversion to foreign-

denom nated assets and threaten the stability of the
peso). This brings the cunul ative cut in BSP policy
rates since Decenber 2000 to 675 basis points. The BSP' s
overni ght borrowi ng and |l ending rates now stand at 8.25%
and 10.5% respectively. The BSP also restored a tiered
interest-rate schene on banks' overnight placenents
(under which it pays lower returns for placenents above
certain anounts to encourage banks to channel their
excess funds to governnent securities or direct |ending
to productive sectors). The Mnetary Board hinted there
was room for further nonetary easing given the currently
positive inflation outlook for the rest of the year.



Auction Date 91 days 182 days 364 days
SEP 10 9. 454 11. 803 12. 689
SEP 17 9. 467 11.629 12. 544
SEP 24 9.577 11. 767 12. 669
OCT 01 9.730 11. 939 no sal es
CCT 08 9. 627 11. 929 12. 757
OCT 15 9. 803 12. 054 no sal es
CCT 22 9.918 12.179 13. 062
OCT 29 no sal es no sales no sales
NOV 05 no sal es no sales no sales

Source: Bureau of the Treasury

Prime Lendi ng Rates of 14 Expanded Conmercial Banks

Dat e of Survey Aver age Range

AUG 16 13. 0594 11.00 - 14.652
AUG 23 12. 9746 11.00 - 14.590
AUG 29 12. 9726 11.00 - 14.590
SEP 06 12. 8884 11.00 - 14.590
SEP 13 12. 8746 11.00 - 14.590
SEP 20 12. 8561 11.00 - 14. 467
SEP 28 12. 8915 11.00 - 14.577
OCT 04 12. 9743 11.00 - 14.730
OCT 11 12. 9524 11.00 - 14.730
OCT 18 12. 0239 11.00 - 14.803
OCT 25 13. 0653 11.00 - 14.918
OCT 31 13. 0653 11.00 - 14.918
NOV 08 13. 0831 11.00 - 14.918

Sources: Bangko Sentral ng Pilipinas; Press reports



Despite occasional upward blips on selective bargain-
hunti ng, the Philippine stock market generally drifted
down over the Cctober 22-Novenber 9 tradi ng weeks on
continuing gl obal uncertainties and weak corporate-profit
reports. The Philippine Stock Price Index (Phisix)

cl osed nost days under the 1,000 mark and | angui shed to
new |l ows in the seven-year history of the unified stock
exchange. The Phisix closed at 999.79 on Novenber 9,
down by 1.9% fromits 1,088.44 closing | evel on Cctober
19 and by over 33% from end-2000. (See Section Il for
detail ed stock market data).

Phi |'i ppi ne Stock Exchange | ndex (PH SI X) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)

OCT 01 1125. 06 228
02 1105. 01 130
03 1089. 28 278
04 1094. 93 427
05 1088. 44 535
OCT 08 1048. 67

09 1033. 19 277
10 991. 35 472
11 990. 03 458
12 1017. 87 583
OCT 15 1040. 80 391
16 1035. 91 312
17 1043. 01 312
18 1028. 40 268
19 1019. 44 200
OCT 22 1011. 10 251
23 988. 04 343
24 979. 34 247
25 989. 97 206
26 1002. 52 299
OCT 29 994. 84 863

30 995. 14 346



31 993. 35 326
NOV 01 Phi |'i ppi ne hol i day

02 Phi |'i ppi ne hol i day

NOV 05 997. 50 541
06 988. 56 422
07 988. 79 286
08 996. 02 472
09 999. 79 413

Source: Philippine Stock Exchange

SEPTEMBER EXPCORT UPDATE: SLUMP CONTI NUES

The | atest avail abl e merchandi se export statistics
(publicly rel eased on Novenber 5) show that exports
continue to performpoorly, hit hard by the economc
slowdown in the United States and Japan and by the weak
gl obal demand for electronic products. According to the
National Statistics Ofice (NSO, Cctober 2001 export
recei pts di pped by 22% year-on-year to $2.6 billion --
foll ow ng on year-on-year declines posted in February
(3.4%, March (4.0%, April (15.8%, May (11.49%, June
(23.4%, July (19.4%, and August (25.8% . Receipts from
shi pments of electronic conponents (which slunped by 34%
in US$ ternms) al so shrank year-on-year for a seventh
month in a row. Cunulatively, January to Septenber
export revenues declined by 14.1% from 2000’ s conpar abl e
nine-nonth level, with receipts fromelectronics (60% of
total export revenues) down 22.9%

Mer chandi se exports to the United States (the

Phi li ppi nes’ | argest export market) accounted for over
28% of total export receipts during the first nine nonths
of the year but suffered a 18.1% decline from 2000’ s

conparable level. Wth hopes for a rebound in external
mar kets during the rest of 2001 vani shed, full-year
export revenue -- which slowed to a single-digit growth
rate in 2000 -- is headed for a year-on-year contraction

for the first tinme since 1985.

PHI LI PPI NE MERCHANDI SE EXPORTS
(I'n US$ MI1ions)



January — Septenber G ow h

2000 2001 (%

TOTAL EXPORTS 27,867.0 23,934.1 (14.1)
Agr o-Based Product s 1,218.7  1,159.9  (4.8)
Forest Products 25.7 19.0 (26.1)
M neral Products 482. 3 405. 2 (16.0)
Pet r ol eum Pr oducts 287. 2 188. 0 (34.5)
Manuf act ur es 25,138. 4 21, 312.8 (15. 2)
El ectroni cs Conponents 18,184.0 14,022. 7 (22.9)
O hers (mainly re-exports) 714.7 849. 2 18.8

Sour ce: Nati onal Statistics Ofice

OCTOBER YEAR- ON- YEAR | NFLATI ON SLOAS TO TWELVE- MONTH LOW

Year-on-year inflation averaged 6.5% during the first ten
mont hs of the year. Barring severe donestic or externa
pressures on food supply, fuel prices, and the |ocal
currency, year-on-year inflation is likely to slow
further in the remaining nonths of the year. W expect
year-on-year inflation for the 2001 full-year to average
closer to the |ower end of the governnent's targeted 6%
to 7% range.

Cct ober 2001’ s consuner price index (CPl) increased by
0. 1% nont h-on-nonth, slower than the 0.2%rate posted in
Septenber. Relatively stable prices mainly reflected a
0. 1% nont h-on-nonth decline in the heavily-weighted food
and beverage index, which benefited fromfavorable

weat her conditions and the onset of the harvest season
for a nunber of crops. Slower increases for housing and
repairs (0.2%from0.5% and services (0.1%from 0. 3%

al so contributed to October's sl ower nonth-on-nonth CP
increase. Meanwhile, the indices for clothing and

m scel | aneous itens increased at the sane rates



registered in Septenber (i.e., 0.1%and 0.4%
respectively). GCctober 2001’'s 0. 1% nont h-on-nonth
inflation also represented a marked decel eration from
that posted in Cctober 2000 (0.7%.

On a year-on-year basis, inflation slowed to 5.4%in
Cctober -- the |l owest recorded year-on-year rate since
Novermber 2000. Vis-a-vis Septenber 2001's year-on-year
CPl increase, all major indices posted slower year-on-
year inflation rates: food and beverages (3.9% from
4.29%; clothing (3.5%from 3.9% ; housing and repairs
(6.9% from7.9%; fuel, light, and water (9.3% from
10.3%; services (9.1%from 11. 3% ; and m scel | aneous
itens (3.5%from4.1% . Year-on-year inflation had been
expected to slow towards the fourth quarter as prices
cane off a relatively high 2000 base (during which
forei gn exchange and oil price-related price adjustnents
had accel erated).

(IN 9
Year - on- Year Mont h- on- Mont h
Jan 2000 2.6 0.5
Feb 3.0 0.4
Mar 3.4 0.1
Apri | 3.7 0.2
May 4.2 0.4
Jun 3.9 0.7
Jul 4.3 0.5
Aug 4.6 0.7
Sep 4.6 0.5
Cct 4.9 0.7
Nov 6.0 1.2
Dec 6.6 0.7
Aver age
Jan- Cct 4.0
Jan- Dec 2000 4.4

Jan 2001 6.9 0.8
Feb 6.7 0.2
Mar 6.7 0.1
Apr 6.7 0.3



May 6.5 0.1
Jun 6.7 1.0
Jul 6.8 0.6
Aug 6.3 0.2
Sep 6.1 0.2
Cct 5.4 0.1
Aver age
Jan- Cct 6.5

Sour ce: Nati onal Statistics Ofice

PRES. ARROYO | NAUGURATES LANDVARK GAS- TO- PONER PRQJECT

On Cctober 16, President doria Macapagal - Arroyo

i naugur ated t he Mal anpaya Deep-Water Natural Gas Project
in a cerenony held at an on-shore gas plant in the
southern city of Batangas. The Philippine president

hail ed the project as "the birth of the country's natural
gas industry". The inauguration was held 3-1/2 years
after the "Declaration of Commerciality” in May 1998.

The cerenony included the start-up of the Ml anpaya
production platformand the start-up operation of the
1000- nregawatt Sta. Rita Power Plant in Batangas City (the
first of three power stations targeted to receive gas
from Mal anpaya' s upstream conponent). The Ml anpaya
project consists of: the extraction of natural gas 3,000
nmeters bel ow sea | evel in offshore Pal awan; transport of
the gas to a shall owwater production platform (to
separate the condensate fromthe gas); and transport of
the dry gas through a 504-kil oneter sub-sea pipeline
(among the longest in the world) to an on-shore gas pl ant
for final processing; and delivery to three power
stations.

Wth investnments totaling $4.5 billion to-date for the
upstream and downstream conponents, the Ml anpaya gas-to-
power project is considered the largest infrastructure
devel opment and nost significant industrial investnent
thus far in Philippine history. The project's upstream
conponent is a joint venture between Shell (45%, U S
firm Chevron-Texaco (45%, and governnent-controlled
conpany Philippine National Q1 Conpany-Exploration
Corporation (PNOC-EC, 10% . The Energy Departnent noted
in a press release that wwth the project now operational,



the Philippines has joined its neighbors Ml aysi a,
| ndonesi a, and Brunei as a major natural gas producer.

Energy Departnent officials estimate that once the
natural gas project becomes fully operational next year,
the three recipient power plants' conbined 2, 700- mregawat t
capacity would be able to generate about 16% of total
2002 electricity supply and about half of the Luzon
island grid' s power needs. The Ml anpaya project is
expected to reduce dependence on inported fuel for

Phi | i ppi ne power generation requirenents by nore than
20% According to governnent estimates, the Philippines
stands to benefit from $8-10 billion in governnent
revenues over the next two decades and from foreign
exchange and el ectricity-cost savings of the sane

magni tude. The project will contribute, as well, to the
country's efforts to reduce harnful em ssions.

JAN- OCT VEHI CLE SALES DOWN 11. 5% YEAR- ON- YEAR

The Chanber of Autonotive Manufacturers of the

Phi li ppines (CAVMPI) reported that October 2001 vehicle
sales (in nunber of units sold) contracted by 7.1% (536
units) year-on-year. Both passenger and conmerci al
vehicl e sales declined, the former by 6.3% (458 units)
and the latter by 7.5% (393 units). Cunul ative January-
Cct ober vehicle sales dropped by 11.5% (8,297 units) from
t he nunmber of vehicles sold during 2000’ s conpar abl e
period. Ten-nonth sales of passenger cars sl unped by
21.6% (5,519 units) year-on-year while autonotive firnms
sold 6% (2,778) |less units of comrercial vehicles
conpared to the January-Cctober 2000 level. Industry
officials see little respite from depressed sal es over
the next several nonths in the m dst of deepening gl obal
and donestic econom c uncertainties. @Gven current
econom ¢ conditions, they also noted that vehicle
assenblers were facing increasing conpetition fromthe
second- hand vehi cl e marKket.

(No. of Units)



2000 2001 % Growt h

Cct ober 2001, Tot al 7,473 6, 937 (7.2)
Passenger Cars 2,252 2,109 (6.3)
Commi | Vehicl es 5,221 4,828 (7.5)

Jan- Cct 2001, Tot al 71,977 63, 680 (11.5)
Passenger Cars 25, 536 20, 017 (21.6)
Commi | Vehi cl es 46, 441 43, 663 (6.0)

Sour ce: Chanber of Autonotive Manufacturers of the Phil.

GOP & PRIVATE FIRMS SIGN MOUs WTH M CROSOFT | N SHANGHAI

The Phili ppi ne governnent and M crosoft entered into
menor anda of understanding (MoUs) on Cctober 19 in
Shanghai, China after a neeting between President Joria
Macapagal - Arroyo and M crosoft Chairnman Bill Gates at the
recent APEC Leaders' Summt. Mcrosoft Philippines and
Cl ark Devel opnment Corporation, a corporation created to
oversee the devel opnent of the forner base, agreed to
cooperate on inplenenting an information and

communi cations technology (ICT) training and
certification programat the newy instituted O ark

Pol ytechnic to serve the needs of locator firns in the
government-run free ports. Another MJU -- forged between
M crosoft and the O fice of the Philippine President --

i nvol ves the devel opnment of a government portal to

nmoni tor and make publicly accessi bl e progress on

Presi dent Macapagal - Arroyo's pledges in her first State
of the Nation Address (SONA) last July. Meanwhil e,

M crosoft, telecomgiant Philippine Long D stance

Tel ephone Conpany (PLDT), and Philippine | T-education
firm Systens Technology Institute (STI) al so signed an
MU towards pronoting ICT learning in the country. Under
that MOU, PLDT's role would be to provide the
infrastructure for the online delivery of |ICT courseware;
STl to develop the courseware content; and Mcrosoft to
provi de the necessary applications.

Government officials told the Enbassy that these
agreenents reflect President Macapagal - Arroyo's enphasi s
on ICT and "e-learning" as the foundation of future
econom ¢ devel opnent. The MOU between the O fice of the



President and M crosoft hopes, furthernore, to enphasize
Presi dent Macapagal - Arroyo's confidence and resolve to
deliver on her SONA prom ses by providing a venue by

whi ch progress could be tracked and neasured. Focused on
poverty alleviation goals (anong them agri cul tural
noder ni zati on, mass housi ng, | ower nedicine prices, and
health insurance for the poor), critics and opposition

| eaders have branded the SONA pl edges as unrealistic and
deceptive -- especially given the weak state of

gover nment fi nances.



